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Boom reverses into cFiRaHT

world recessmn

by Peter Jay '
Economics Editor ,g

LtV
7

1973, which incladed some
effects of the oit-price rise
only at the very end of the
year, the rise in consumer
prices over the average for
1972 had jumped to 7.7 per
cent, which was veartly why

TTT t.uc ;u..:u. oI o T

paved with 1973,

In 1973 the three strong
eoyintries in terms of cur-

A}year ago the major prob-
lem of the.  world economy;
did not even exist. Nor was,
it Toreseen. The increase 1in;
oill prices, although it may‘
well have been inherent in,
the progress of inflation m
ih¢ industrialized countries;
inferacting with their ex
ireme dependence on this’
valuable commodity, was not
regarded as imminent by al’
mest everyone generally con-
cerned with the management
of ithe world economy.

‘}lus should be a sobering
lesson to pundits, although-
it foes not quite entail total,
agnosticism about world eco.,
nomic prospects. It is mnot
every year that an event of
comparable magnitude dis-
zurbs reasonable prognoses of
ecdnomic trends; and there,
aré not so many groups with
tha—until last winter—un.

used monopoly power of the
oil’ producing countries to :

create such

chdn"es.

'[he consequences arc Ly
now well known. The oil-
praducing countries have be-

extraordinary 4

1

zuny from the beginning of .

the year, to niove into a mas-
sive balance of payments sur-
phes with the rest of the
world, The OECD has esti-
mated the effect on the bal
ances of payments of its
members———mam]y the indus-
tridlized countries of the so-
called West (including
and Australia) at a deterior
ation of about $50,000m, in a
Tull year.
This has bheen.
wo means been proportion-
ately distributed between the
main eilusing countries ac-
cording either to their eco-
nomic size or to their
capacity to handle a balance
of : payments deficit. The
Bank of England, in its Sep-
rember Quarterly Bulletin,

bas provided a convenient

summary of the experience

Japan.

coming -
titrough fast ;- and it has. by -

cies and balance of pay-

re
ments were the United
Sthtes, - Canada aund West

In addition the
“all oth_cr

-wgre in- strong surplus in
J19F3; bu.t jointly these coun-
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nada and West Germany
ween 1973 and the second

$5 000m to a

‘a [purplus of $2,800m to a
deficit of $40,500m. Of this
tofal - deterioration of
,300m the *“other OECD
i suffered
suffered
" suffered

Ttaly
Japan

angd Frdince $5,800m.

Tlic  important conse-

atfences were threefold: to’

911 d[](l i0 pose the wo;lrl
iganc l svstem with Eormtd

‘tlow ‘of- .c.;)'pita'l {short
arjd long-term, private and

otficial) to the' ihcidence of*”

thEse new extraordinary sur-
tses and deficits.

“he impact on inflation
wids obvious. In 3972 con-
ner prices in CECD coun-
3‘050 417 per cent, a
i inuoz\w on, the

V]
w-—com—

OECD

- cregses in thel
|- cits P .

Tast] vear’s Intcmational
Mogetary rund meeting in.
Naifobi was dommatcd by
the|question ol inflation. In
the|12 -months to july, 1974,
the| rate had reached -i3.3-
perfcent, almost equal for the
firsf time in wmany vears to
the|rate of inflation among
the| Furopean wembers of
the JOECD. : o o

S¢cond, the world econo-
mic|] bvom of 1873 went
abriptly into reverse so that
by fow the signs of recession
are fclearly to be seen in most
of the major OECD countries.
So [clearly are they to be.
sgef, indeed, thai there is
alrdady near unanimity
amqng the membor goveri:
megts that cnummvalhn'f
reflationarv action needs to

be faken, if not at once, as- .

‘Brithin, France and the’’
Unifed States have already
beghn to do, then early in:
1979, as West Germany and
othdrs are clearly going to-
do. ' : o
" The recession may none
the lless be a severe one, de-
spitp the fact that world
trade proved surprisingly
robfist up to the middle of

thig] vear. There is only one. -

way| thar the sudden appear-.
anck of a bulance of pay-
mehts surplus as large as
$501000m or - more in one
gropp of countries can fail to
prefipitate a sharp contrac-
tiol} in the countries with the
coupterpart balunce of pay-
megts losses. That is, if those-
couptries coffset the defla-
tioffury effgcts on increasing
external deficits by equal in-
ir budget defli-

e deficic cguurries’ haver
bedh reluctant to take such.
pactfon, despite promptings
froju Mr Denis lealey and
to pome extent from interna-
tiopal agulcms like the OECD
itsgif—in the guise of its
forfuidable economic staff.:
Thi strong countries were re-
lucfant to move becauvse they
atiyched 111'5‘3.11_ importance to

Tt may i(ndecd De Decause.
the United States .and West
‘Germany have always had a!
very low threshold of toler-!
ance of inflation, by interna-;

tional sta udards that they
are the S$trong countries:
strong .in currency and in
ability to handle balante of
payments probiems despite
the huge actual payments de-
ficits which the combination
of the Vietnam war and the
mercantilist pursuit of pay-
ments surplus by other indus-
trial countries caused the
United States to suffer in the
1960s and early 1970s. -

Domestic politics no doubt
also played a part. During

“ocluding  the

the political paralysis of Pre-
sident Nixon any form of
prices and incomies restraiut
became aimost impossible to
operate. In Rritain this would
have meant runaway inflation
at once, of the kind we suf-
fered when restraint of col-
lective bargaining pewer col-,
lapsed in 1965. But in the)
United States the etffect was
different.

* That grand old eighteenth-
century concept, the separa-
tion of the powers, albeit in
a modern guise, came to the
rescue. If the Federal Gov-
ernment would not counter
inflation either by fiscal re-
straint or by an effective
prices and  incomes policy,
then the Federal Reserve
would, by .monetary policy.
And that is exactly what Dr
Arthur Burns and his fellow-
‘Governors of  the Federal
‘Reserve did, at least until a
inew President had been
‘sworn in.

The  cousequences were
very imporiant in the first
eight months of this year.
Monetary conditions tight-
ened in New York. High
United States interest rates
naturally created a magnet
for foot:louse world funds, in-
accruing  sui-
pluses of the oil-producing
countries. This acted as =«
brake, not only on the eco-
lnomy where  the conse-

-quences of monetary strin-

gency vapidly producgd @
recessionary mentality at first
in financial quarters and then
in industry, but also in other
countries which dared not iet
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!m':}“he weak countrics \\’QI’.E:&
s);-,f'r.ic'.«'larl_\f ix}h!bned_ llry tﬁ;z
Factor, combined . Y“'t'}vents ‘
seperal balauce ol I?:{}:Li, e
aifects of the o1 surpluses
and the Jack of any sure
‘mechanism  fot recycling
‘those surpluses 1o the couxé-
spies with the. greatest nee
o horrow.

So both the stronger a:nd
the  weaker Oil.-consgmxpg
countries were fov a while in-

hibited from
countervailing
action which m off-
w0t the vecessionary effe%tg
of the new oil surpluses. Not

reflationary

surprising\y———lndced cntirely
in accordance with textbook:
world  eco-:

- economics—the
nomy began to contract, or
at least to coxpand more
slowly.

That trend is
established. Even
major
arrest it over the mnexr six
months, as seems ltikely, it
will take at the very least
uutil the end of 1975 to re-
verse the trend, assuming
normal time lags Dbetween
policy action and economic
reactions and assuming no
new major disturbance to the
world economy. With infla-
tion running at anything like
recent rates and industrial
confidence as badly bruised
as it has been both by sharp
reversals in official monetary
policy and by other pressures
on theiv profitability, the re-
sulting  increases in unem-
plovnient may well be much
greater than in the usual re-
cessions.

If and when the industrial
countries do decide to reflate
they will do so, as so often
in recent years, from a higher
basic rate of iaflation than
“at the comparable point of
the previous economic cycle.
The consequences for nfla-
tion and for those great
guestions of pelitical stabi-
lity which depend on stabi-
lity of prices can easily be
foreseen by anvone who lacks
confidence that incomes poli-
cies will suddenly begin to
prove effective autidotes 1o
inflation in all of the major
economies. .

1t remains to consider the
implications of the vew situ-

. ation for the warld financial

if the

call was this- time last year
officially due for permanent
reform not later than July of
this vear. No such reform
has been agreed, although
a number of the more mech-
anical devices which WMr
Jeremy Morse’s Committee
of Twenty eputics  bad
been studying have now been
adopred.

raking the

ight have off- !

now well’

governments. act to’

svstefr, which, some may re-.

Amazingly, when it is con-

"sidered that the less deve-

loped countries stand to svi-
fer more acutely than the’
industrial countrizs {rom the’
new oil prices, the rich coun-
iries have managzed to shuf-
fle off tiresome arguments
about linking monetary re-
forma to aid uand suchlike
mutfers to a pew  special,

“forwm of the IMF, so that

they can concentrate in the
new permanent advisory
committee on mouetary and
payments problews, the ques
tions which realiy boiher the
rich countries.

The Special ~ Dirawing
Rights has now been given .
a new otficial veluation in.
terms of the average rather ;
than the alteriutive .
“strong ® basket of curren- .
cies, although it has vot vet
been found a new name des-
pite The Times helpful sug-
gestions of “ Fundor” and.
“ Fundador ” (also the name
of a coarse Spanish brandy)
and Professor flarry John-
son’s suggestion of
“ Ordure ®. But in the main,
monetary referm, in  the
sense of imposing radically -
new rules for balance of pay:
ments adjustment or {inding
a new foundation for reserve
assets, has been shelved.

Essentially this is because
Finance Ministers are busy
practical men and floating
exchdnge rites hove stood
up extraordinarily well to the
exceptional shocks and pres-
sures which world payments
have suifered in the past 12
months.

The mind bogzales when it
tries to imagine what would
have-been the couseguences
of trying to handle the ups’
and downs of the dollar and.
of the oil surpluses and defi-
cits in the context of the old
so-called * fired™ exchange
rate world. This meunt that
rates were fixed until suf-
ficient speculative positions
had been taken and sulli-
cient world rublicity had
been built up so thar they
could be abruptly changed
“with the maximum loss o
ceniral hanks, embarrass-
‘ment to  goverpments and
shock to domestic econoniies.

It would, however, be
wrong to 10se sight altozerhor
of tlie need in an age of
accelevating inflation for a
secure. foundation  jor  the
world’s reserve asseis and
the world's currencias.m it
may seem odd to sugHest i
after the past two )
perience. But commuodities
stitl offer the most promising
~Dbasis, as i3 so puovsuasively
argued by L. St Clove Gron-
dona in his powerful paper,
Economic Stubilice is Attain-
able.

by Tim Congdon

Oil prices

TCgarued v a4

prugent to

eliminate the whole oil defi-

cit. The result

is that world

trade this year| is expected

“to grow at less

- pariners,

The steep rise in oil prices
between OQctober, 1973, and
January, 1974, was greeted
with dismay at the time and
has since been a continuing
source of concern. It im.
‘plied one of the largest
changes in the pattern of
trade and payments in eco-
nomic . history, a redistribu-
tion of income from non-oil-
producing countries to oil-
producing countries of
about $85,000m. It also
meant that this change had
to be effected in a fairly
short time if it was not to
cause permanent dislocation

kets.

most awkward moments in
the world economic cycle.
Last year was a boom per-
iod for all the major econo-
mies—with the exception, in
‘part, of West Germany.
There were signs of im-
balance, with rising inflation
and all the other symptoms
of excess demand, including

prices of raw materials out-
acing the prices of manu-
actured goods in world
market_s. Even without the
jump in the oil price the
problem of adjustment
would have been abnormally

s severe,

But the oil crisis com-
pounded the problem. There
were two main new difficul-
ties, both demanding. con-
certed policy responses
from the leading Western
economies. The first was

“that the higher price of oil
-gave another twist to the

inflationary spiral, pushing
up costs and at the same
time reducing demand
because it- meant increased
expenditure. on il and,
therefore, less expenditure
on everything else. .

Second, it-seriously aggra-
vated  the payments problems
of the leading eccnomies.
The distribution of payments
surpluses and deficits be-
tween them already had, to-
wards the end of 1973, a
familiar and rather dis-
appointing aspect.

West Germany's refusal to
be pushed into strong refla-
tionary action, despite crit
icism  from its  trading
obliged them to
deflare their economies in-

an unusually vigorous way.
The vigour of the deflation-
ary measures was increased
by the oil deficits—partly
because some govermments,
notably the French,

have

of international capital mar-

It was also one of the:

the unusual spectacle of the

than half the’

rate in 1973 and OECD out

Jut may stagnate.

In this context the need
th transfer a significant part
df the unchanged cake to
the oil producidg nations is

rpased in m
aivanced cou

upheaval of

ely difficult.
have dec-
st of the
ntries and,
Is are small
total income-
mount to a
life-

_s{vles, the expetience of de-

clining living
to most p
West.

standards is
eople in the.

Moreover, there has been.

“Httle evidence
in the
yments of

There have
en a numbel
bent mechanis

comnie
tfjve. The first
-rJelling of enorn
1petwrodollars
1 markets of
pecially thos¢g
Yorl

banks, partig

increagdingly

that the oil
balance of
the leading
been sub-

nt reduced. In the
ritish case the
y month in

oil deficit
early sum-

however,
of adjust-
ims in ope-
are likely to
effec-
is the chan-
nous sunis of
to the capi-
the West,
of London
t, This has
s—direct in-
rtain assets,
ment stock,
prtificates of
wving money
internpation-
ularly those

i the Eurodollar market.

European

governments

ave been forted for the

urodollar market.

the Loudpn
time of the

farch Budget

post

spectacular

rrow in the
The
ity arranged
clearing

is oniy the
example.

Tuch of this bprrowing has
ih practice turngd out to be

nnecessary, as
flows of capital

private in-
have some-

thmes, notably in the British
1se, been adequate to cover.

e current acdg
Nevertheless, tl
sing the loan

ount deficit.
e option of
facilities has

Heen valuable|as a safe-
quard in case| the private
ihflows suddepnly become

private outflows

The second major adjust-

nent mechanism

he increase in
¢il-producing

has been
imports by
countries,

‘hree oil producers—Iran,

igeria  and
Rave ambitious

Venezuela—
development
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plans which reguire imports
of industrial equipment from
the advanced
Even Saudi Arabia, with a
smialler population,” is said.
to be considering spending’
£4,000m a year on internal -
development. There is also
the military rivalry in the

economies. .

{channels  of communication’
to monitor and stabilize the
growing bedy of debt which

It hiaseciaatad

mated] 9.6 per cent, com-
pared] with an annual
growtk of some 5.5 per cent

frem—1962-72.

Commodities

by Melvyn Westlake

This ‘large increase in in-’
"dustrial activity created a
huge demand for raw
materials. However, because
of the carlier weak price

Persian  Gulf, which has:
prompted both Arab govern-
ments and Iran to increase.

arms purchases. i

A more positive contribu-’
tion to world development
could come from the third
adjustment possibility, This
is the sending of Arab
money to the poorer econo-
mies—either directly in the
form of 4did or indirectly
through the Eurodollar mar-
ket—to assist with their
plang for economic growth.
The underdeveloped coun-
tries would probably use a’
large part of these funds on
purchases of equipment.
from the West, which would
significantly ease the .
West’s payments problem.

There are several draw-
backs to this form of *“recy-
cling . The first is that the
oil . producers would be
accumulating assets through-
out the Third World on a
.scale almost as extensive as,
the United States has done
up till now. But it-is not
clear whether Third World
countries will always be
willing to accept their liabi-
lity and the temptation to
expropriate may - be too
strong. Furthermore, most

of the oil producers do not:

have the diplomat’': and
military influerice that the
Americans have to safe-

guard . their assets in other
countries. Co s

The second follows from

this. Arab oil producers are.
to grant aid to-

happier
other Arab countries rather
than the Third World as a

whole. "~ This has_ already
led to diplomatic
marnoeuvring — with the

United States pressing for a
more univeérsal distribution
of aid, and Iran, the leading
non-Arab oil producer. seek-
ing favour with non-Arab
underdeveloped countries,
notably India.

The oil crisis has, there-

fore, caused - a substantial
realignment. of trade- and
international finance. The

main problem has not been

that incomes have had to be
redistributed between one
group of nations  and
another, but that the institu-
tional structures for effect-
ing this redistribution have
at times looked fragile. But
the Eurodollar market has
survived and both sides of
the redistributive process

have recognized the new

After two and a half years
of rising prices, the most
spectacular world commod-
ity boom ever seen appears
to be over. For many weeks
the prices of some raw
materials and primary pro-
ducts have been declining
from the peak levels
reached earlier this vear.
Totally confounding most of
the economic soothsayers,
the end of the boom finally
came, a fu]l six months
later than generally pre-
dicted, and only after the
quadrupling of world oil
prices last winter had promp-
ted another surge of com-
modity buying.

| The economic, social and
political repercussions of
this boom may prove to be
fprofound. When The Econ-
omist = commodity index,
which covers 34 items,
reached its peak last May, it
stood some 200 per cent
thigher than at the end of

1971, The more narrowly
constituted commodity in-
dex  compiled by Reuters

recorded a rise of about 175
per cent when it registered
its peak in February.

throughout the world and to
reverse completely the pre-
vious 20-year slide in the
relative value of foodstuffs,
fuels and basic materials
compared with the price of
manufactured products.
Over the two decades to
1971, the export prices .of
manufactures increased by
about 37 per cent (accord-
ing to, United Nations
figures), while the prices of
primary  products, other
than oil, rose by a mere 6
per cent.

The commodity boom was
the result of an interaction
of several factors. The most
important was the simul-
taneous increase in economic
activity in all the. world’s
major industrialized =~ coun-

of 1972 and most of 1973,
Output of the 24 member
counttries of the Organiza-
|tion for Economic Coope-
ration and Development,
which covers all the main
industrialized nations out-
side the socialist block, grew

Korean war. During 1973 in-
dustrial productién of these

Approved For Release 1999/09/02 : C

tries during the second half °

at the fastest rate since the.

levels for most commodities,:
there Had for -years been an
ent level of invest-
the producing coun-
s a result of this and
local supply diffi-
producers were un-

creased] demand for indus-
trial ray materials.

. This | situation coincided
in 1972 with unfavourable
climatiq conditions in many

parts of the world. Extreme
i * [frosts, droughts dur-
summer and rain
during | harvests led to a
sharp fhll in.the production

of many staple crops.

The | notorious Russian
grain purchases from
Americd and the partial dis-

honourihg of United States™
contracts for soya
beans ekacerbated the prob-
lem, ogether with the
much-rgduced anchovy crop
off Perpt, which pushed up
the prifes of animal feed-
stuffs. Even previously, the
increasifig  affluence  of
countriek like Japan had led
to a risjng demand for beef,
and corgributed to pressure
on the grain market because-
of the kigh consumption of
grain edstuffs in cattle
breedingd. The result of all
this wad a dramatic rise in
world fopd prices. S
There| were other .factors
contribuling to the commod-’
ity boom. The increasing’
awarenegs of the dangers of
over exploiting the world’s
non-reng resources,
and incjeasing empghasis on
conservafion of these
resourcep were leading-
towards pricing policies that -
reflected| this Timited poten-
tial.. The Teheran-Tripoli oil
agreements  between  the

producerp and the oil com-
panies i 1971 were espe-
cially sighificant. :

a turning point.
Before the 1971 agreements
the crudg oil price had been
declining|in real terms since
1963. Frgm 1971 it began 1o
rise. Indreases 'in the oil
price ultinately push up the
cost of] basic industrial
stocks silchi as petrochemi-
cals, plagtics and artificial
fibres. This .in turn drives

carte]l gave rise
ambitions among
94 of other commod-
aspired to form
cartels of] their own. Coffee,

e world's second widest

A-RDRA8-04184A0606460640801-9

"industry production.

traded commodity after oil,
was the vehicle for further
attempts at price control.
Finally, widespread stockpil-
ing of commeodities by some-
countries, notably Japan,
and much private specula-
tion added fuel to the fire.

Against this background
commodity prices achieved
their phenomenal rise, food
‘incredsing by more than 200
per cent, and fibres and
metals by more than 250
per cent. By comparison the
commodity boom' caused by
the Xorean War was a
modest affair with prices
rising by some 50 per cent.
between 1949 and 1951.

The impact of the latest
boom on British wholesale
prices has been severe, con-
tributing  substantially to
the 40 per cent rise since
1972,

... ' The gross’ domestic pro-
: duct of OECD countries is
forecast (by the National
Institute) to rise by only 1.3
per cent this year and by

about 3.5 per cent néxt
year.*

As a consequence, the
price -of industrial raw

materials will probably con-
tinue to fall in coming

“months, but this decline is

unlikely to be substantial.
Metal values could start to
pick up again by the eund of

‘ 1975, particularly if there is

a full recovery of motor
d Food
prices - clearly depend on
harvests, but the immediate
outlook appears to be quite
hopeful.

Even so, rapidly rising
world population and the low

. level of world food stocks

" might be . expected to
. put continuing pres-
sure on food production

in spite of the development
of higher yielding varieties
of grain. The ability of the
oil cartel to maintain cur-
rent prices, or even push

" them up farther, will also

be of crucial importance in
the future level of other
commodity values.

Not until North Sea oil
begins to flow ashore at the
end of this decade and Alas-
kan and other promising oil
wells come into operation

-will the present producers

be under pressure to reduce
prices. This could effecti-
vely place a floor under

many other ‘primary .pro-
ducts for some years to
come. ’

The priority now seems to
be a period of greater stabi-
lity, in the interests of both
producing and consuming
nations, which, it is hoped,
would provide regular sup-
ply in exchange for a steady
income. One thing seems
certain : only a major world
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slump of “dramatic’ propor-
tions will drive commodity -
prices back v 1971 levels.

Trade talks

For 12 months the fate of
the promised world trade
negotiations has hung in the
balance. Since being
launched with a great fan-
fare in Tokyo by ministers
from some 100 -countries in
September, 1973, the
seventh and most ambitious
round of international trade
negotiations in postwar his-:
tory has been waiting for

can Congress. .
Meanwhile the world eco-
nomic - situation has dete-

has led
argue that another round of
trade discussions 1s now
irrelevant. For while trade
tariffs in general are on[y
about 8 per cent, inflation Is
running in many countries
at twice that level and, in
addition, floating exchange
rates can change by several

percentage points in a
single day. S
Thus, according to . this

'line of argumens, the inter-
‘pational competitive situa-
:tion can be altered more
‘dramatically by such factors
than by even the wholesale
abolition of existing import
" ‘duaties. This view, however,
is not shared generally by
influential government offi-

cials and leaders of industry

in the major countries.

The secretariat of the Gen-

eral Agreement for Tariffs
and Trade—the Geneva-
based international trade
agency under §vhpse aus-
pices the negotiations will

latest annual review of ‘the
world situation that the rea-
sons for pushing’ ahead as

ever. _
It says the '
will be a reaffirmation of
the stability of the world
trade system, W
necessary condition of eco-
nomic recovery. Trade
liberalization will also in-
~ Ycrease international speciali-
{zation, with the resulting
benefits of increased- effi-
ciency and better  use of
resources. | -
New ~ opportunities f_or
productive investment “will
be created, reducing some
of the uncertainty during
the . extensive industrial
adaption forced upon oil
consuming countries by last
winter’s quadrupling of the

the blessing of the Ameri-

riorated dramatically. This:
some experts to’

be conducted—insists in its. -

planned are as compelling as

world talks'

wheh is a.

* tering inflation by lowering
import prices. T
In spite of these potential
benefits, and thc continuing
official faith in the neccss-.
ity of necgotiations, the
priority attached to them by
a number of countries has
appeared to diminésh in _the
face of more immediate
problems. )
Some disiliusionment with
the proposed world talks
has also been caused by the
troubled passage of the
United States trade Bill

through Congress. This Bill
will give the American
negotiators  authority  to

offer reciprocal concessions.’

Among Anerica’s partncrs,
it has not been forgoticn
that after the Xennecdy

Round negotiations in the
early 1960s; the United
States Administration failed
to secure legislation needed
‘to implement the full bargain
arrived at, and had to with-
draw the concessions it had

agreed to make on some
chemicals. L .
Unhappily, since April,

1973, when President Nixon
first presented his Bill to
Congress, it has become
entangled in the political
imbroglio of Capito]l Hill
The House of Represent-
atives imposed anti-Soviet
clauses which would have
both restricted cheap credit
to the Russians and stopped
them getting equal treat
ment with America’s tradi-
tional trade partners unless
the Soviet Union changed
its Jewish emigration poli-
cies. This prompted Presi-
dent Nixon to threaten to
veto the amended Bill. The
Watergate affair brought
further delays for the Bill,
because of the rising tide of
anti-Nizon feeling that was
developing in 1973-74.
However, the mood seems
“to be changing. The resigna-
tion of President Nixon and
the apparent willingness of
the ~Soviet authorities to
permit  increased
emigration
Senator Henry Jackson, the
leading antagonist in. Con-
gress) could enable the Bill
to complete Its passage
through the Senate before
Congress adjourns in
October. Many .
government  officials  are
now cautiously optimistic
that their negotiators could
have their mandate in time

for the next ntecting of the - ’

Gatt council on October 24.
The Tokyo Round of
trade talks could then begin
very quickly. Gatt officials
“believe that fresh enthu-
siasm would be engendered
by the ending of the 12-
month hiatus  caused by
Congress inaction. As the
Gatt secretariat has done a

. Jewish-
(according 1o .

American .

-to the American Cnamber of

S operiod

huge amount of the detailed
-1echicul work already-—col-
Jecting and collating more
information  about trade
tariffs and “non-tariff bar-
riers than ever before—it is
hoped that the central nego-
tiations could be brought to
a successful conclusion by
the end of next year,
although this seems likely
to prove an unrealistic, tar-
get.

However, improved rela:
tions between the European
Commuuity and the United
States could help towards]
getting the talks off to an
early start. There have, in
recent months, been three
favourable auguries for the
talks.

First, there was the suc-
cessful conclusion by some
50 countries last December
of a new agreement to regu-
late warld trade in textiles.
‘This was followed by the
‘signing in Paris last May of
an interim pledge binding
all the main industrial coun-
tries from taking unilateral
measures . harmful to inter.
national free trade. Finzlly,

in June, after months of
wrangling, the European
Economic Community

agreed ‘with the United
States on a package of trade
concessions designed 10
compensate America for lost
trade as a result of the
enlargement of the Com-
munity. Under Gatt articles
of membership, the Com-
munity was obliged to make
some such coucessions, and
the United States regarded
them as a precondition for
participating in the forth-
coming world trade talks.
Not only does this remove
a major obstacle in the way
of the negotiations, but
clearly indicates an appre-
ciation of the dangers. which
a railure to cooperate pre-
sents to the prosperity of
the industrialized nations.
There have Dbeen some
signs already that govern-
ments confronted by daunt-
ing problems have begun to
countenance policies (o re-
strict imports or artificially
generate  exports. Earter
this year Italy imposed a
surcharge on some imports. -
Anxiety that Italy might
be emulated . by other
nations led Mr Denis Healey,
the British Chancellor, 10
give a warning in a speech

Commercer last July that "if
each. country . attempted
rapidly to achieve an overall
balance in its external pay-
ments it would cause a
of cut-throat com-
petition in warld trade from
which all would lose and
none would gain .

M.W.

by Gercy Bell

The question- i1s : can we
look forward|to a period of
lower interest rates within
the next year ? The answer
seems to be pyes, but not by
much. ~ Untl inflationary
pressures all jover the worid
.subside there is no basic
.reason to believe that in-
.terest rates [can fall much,
even in the face of a reduc-
ton in worldwide activity.
The starting point for
any analysis lof international
interest rates is what will
happen in the United Stazes.
Interest rates in that
country are [the prime, out
not the only,| determinant of
Eurodollar trates. In turn,
Eurodollar interest rates are
a critical factor in the in-
terest rate |policy of the
Bank of England and other
European centres, especiaily
those with balance of pay-
ments deficits.
emains
vulnerable apnd the (Inited
Kingdom nepds to borrow
substantial funds from ovear.

seas, the Bank of England is
unlikely to aliow British in-
terest rates | to fall below
Eurodollar rates for equiva-
lent maturities.

Interest rates in the Uni-
ted States have been rising
steadily since late February
with the exception of rates
on United States Treasury
bills. Rates|on certificates
of deposit for three
months  haye at times
exceeded 12.5 per cent, and
a critical indicator of Fed-
eral Reserve policy, the
federal fund's rate, has
been about |12 per. cent in
recent .weeks. The only
exception to|this trend until
early August was the short
term Treasyry bill, where
the demand| has increased
because of| investor pre-
ferences for| absolute secur-.
ity.

At one time in the early
summer the gap between
United States Treasury biil
rates and three-month certi-

73

ficates of deposit issued by

prime banks rose to 5 per
cent, which was unprec-
edented. In| recent weeks
the interest| rate on Treas-
ury- bills has been adjusted
upwards, partly . because
fears of a widespread bank-
ing collapse have subsided

~and partly [because of the
weight of |new issues of"
Treasury bills adding to

supply.

During tlle last week of
Au.gust there was some relief
in interest rates in New York,

g . im an : with a fall |in certificate
oil price Bk AL B Fidk:Release 1999/09/02 :"CTA-RDP79-01194A000100€[10601-f9]l Hiicate of
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and money.
arket rates generally of
bout 0.5 per cent, which
eralded a nuw wave of opte-
ism in the market. 7There
eems little doubt thar the

eposit = rates

rederal Reserve decided in_ -

te August Lo ease monetary’
olicy to a slight degree and
his prompted the market re-
ction.

The Federal Reserve’s
bolicy now appears to be that
df maintaining a rate on
federal funds at about 11}
fer cent rather than the pre-
Yious target of keeping inter-
¢st rate at about 12 per cent.
This slight shift in policy was
hot surprising in the lgglﬂ not
nly of the advent of a new
bresident but of the fact that
he money supply has been
ising at an annual rate of
ess than 3 per cent in the
wo months to the end of
August. »

Thus, given all the cric-
sms of what is regarded as
n ultra-tight monetary
olicy and in the light of a
ecent slow growth in the

onetary supply, the Federal :

eserve Board felt that it
ould afford some rather
aster growth in the quantity
of money without impatring
its anti-inflationary drive.

However, it would be
gptimistic to believe that
there is going to be any

monetary policy in the
United States. The Federal
Reserve will not repeat its
mistake of 1972 and allow

at a rate almost in double
figures.

United States

rious drop in activity and so
the Federal Reserve has a
delicate balance of objec-
tives to pursue. So far the

employment rate has not
risen to any significant
degree, and so long as

employment remains buoyant
the ability of the Federal
Reserve to put almost total

emphasis on_  the fight
against inflation will
remain.

However, looking ahead
economic fall with little or
no growth in.real output in
the first half of next year,
‘the rime will come when
the political pressures on
the Federal Reserve ta ease
up will increase.

*The trend. for Lurodollar
rates is, at best, for only a
gentie  fall uncil 1975,
Moreover, it is pc.sible that
Furodollar rates will in gen-
eral remain at a premium
over United States domestic
rates because of the serious
uncertainties clouding that
market.

To talk about Eurodollar
rates can be misleading, as

|teeing - the viability of all

the rate of interest paid by
banks for deposits varies
substantially between ihe
prime  United States banks
at the one extreme ang
Italian und  Japanese or
smaller non-Amertican banks
at the other.

The branches of the
major United States banks
are finding po difficulty in
attracting Eurodollar depo-
sits, and unless there is a
major return of confidence’
to that market, promoted by
the action of governments
and central banks guaran-

banks in the Eurodollar
market, there seems little
reason to suppose that this

trend suill PP CAPTNTIon

early and major change in-

the money supply to expand

On the other hand, th.e:
economy -is !
poised on the edge of a se-!

to 1975, and expecting an,

- * names ”

The author is assistunt
director, J. Henry Schroder
Wagg & Co.

Eurodol
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ket

reducing the size of gross

deposits, : '
Untll now there has not

has - fallen, " sharply"

“'been any substantial shift of -

deposits away from the
Eurodollar market to New
York, Lut this may well

take place as concern grows

about the .economic situa-
tion in Western Furope. '
A basic problem facing.

non-Anierican banks in the-

Eurodollar market is what
might be described as :he
“ country risk . Most banks
operating in  the market
have conducted their affairs
in a prudent and conserva-
tive manner and there is no
question about their finan-
cial strength. .

But already we have secn
onc country, Italy, run out

of private credit and it is.
'”FOSSIME that other countries

ace the same problem. The
‘danger then becomes that of

The FEurodollar market is
undergoing its most severe
test. The future of the mar-
ket is clouded with uncer-
tainty, with some bankers
believing there will be a big
reduction in the size of the
market and a possible wide-
spread banking  collapse.
Even the most optimistic
feel there will be a period
‘of retrenchment over the
next year. - .

Already the size of the
Eurodollar market  has
begun to contract, triggered
by the bankruptcy of Bank-
haus 1.D. Herstatt on June

26. A number of banks
found themselves with
litotally unexpected {foreign

‘exchange losses as a result
of this failure and because
‘of the serious mishandling
of the situation by the Bun-
desbank, which closed the
bank’s doors before the end,
of trading that day.

But the Herstatt collapse
was only one of a series of
difficulties that have caused
banks to be more selective
Yin their dealings. Actual
‘and rumoured  foreign
exchange losses have rzusgd
the question of bank fail-
~ures in almost every Euro-
‘nean country and  the
{Franklin  National debacle
in the United States hardly
helped matters. It  has
always been previously
assumed that central banks

“would ‘bail out any banks

operating in this market,
but now this assumption has
been proved. false and there
are certainly cases under
which a central bank will
allow smaller banks to fail.
Consequently, banks have
pruned their list of banking
with which they
will place deposits and the

|1 _scale of acrvity ig this mmar-

depositors  deciding  that
ey prefer to put their

fynds in dollars with banks
tijat have access directly to
ddmestic United States dol-
lafs in the event of an inter-
ndtional {inancial crisis.

his concern can easily
exaggerated. For exam-
, if the United Kingdom
into serious balance of
ments difficulties and
ddpositors chose to switch
_thir Eurodollar deposits
ajay from Britdsh banks
info United States
there is no doubt that the
Bqnk of England would pro-
vifle dollars to British banks
tojmect their commitments.
JThesc dollars, in turn,
wiuld he provided in the:
lagt resorit Ly the Federal
Rdserve to the Bank of Eng-
lapd as the alternative is
anfother 1930s crisis and a
coflapse of the international

syptem.
1974

t .

Already . __has seen
ks paying different 'in-
tefest rates to gain deposits.

the other extreme are
Italian and Japanese
bdnks which have been pay-
i up to 2 per cent over
te Interbank rate for depo-
sifs. :

Smaller banks, and espe-
-cfally the smaller consortia
bhuks where there is no
opvious parent central bank
bEhind the institution, have
fdund it difficult to attract
posits at all except on an

sis. Until - confidence
turns to the market and
the spectre of another 1930s
nishes, this differential is
Hlkely to continue and could
gcome even more acute.

. . oIk,

banks,

ernight or very short-termy

[Third World *~

by Melvyn Westlake

fculties in

Unless the. unprecedented
rescue operation being
mounted by the United
Nations proves successful,

{the f{financial . position of’
Tmany of the world’s poorest
Inations is likely to become
as desperate during the
coming months as it has
ever been. The mounting
trade deficits caused by the
quadrupling of the oil price
present  a far  graver
dilemma for most of the
Third World countries than
for the industrialized
nations. The soaring cost of

food and fertilizer import
bills is compoundiry the
already daunting  issues
besetting much of Africa,

Asia and Latin America.

There is at least an extra
$8,000m a year néeded to
finance higher oil payments,
and perhaps an additional
$6,000m to meet the in-
creased cost of food, ferti-
lizer and other vital im-
ports, The aggregate current

faccount deficit of the deve-

loping world (excluding oil
producers) could much
more than double from its
level in the early 1970s, at
any rate if living standards
are not to fall. By contrast,
the Dbenefits of higher
export earnings enjoyed by
some - developing countries
as a result of the recent
spectacular commodity boom
are likely to prove in-
adequate. :
. There has been a progres-

sive improvement since 1972

in the terms on which pro-

ducers of primary products

trade with the industrialized
world. In 1972.73 prices of

raw materials  (excluding
oil) and foodstuffs in-t
creased well over three

times faster than prices of
manufactured goods. This
reversed the position of the
previous 20 years when
manufactires rose some six
times fasier thua primary
products.

However, production diffi-
many countries
meant that the actual
volume of their exports was

in some cases below normal
levels, disqualifying the pro-
ducers from fully benefiting .
from the trend. In addition,
commodity prices have now
begun to fall again while
high inflation in the indus-.
trialized nations has
resulted in a sharp increase
in the cost of their exported
manufactures to the Third
Waorld.

Thus, the old trends of
the 1950s and 1960s have
begun to be reasserted. 1n-
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manutactures by developing
countries now appear to be
rising twice as fast as the
averagze rate of  domestic
price inflation within the in-
dustrial countries.

Equally important, pxlo-
ducers of raw materials
have themselves to buy

other primary products on
the world markets if they
are to maintain their eco-
nomic development. What a
producer of bauxite gains in
higher international’ prices
for his exports, he may lose
because of the greater costs
of his copper imports.

In the case of oil and
food imports, the increased
cost is a heavy burden.
There are three ways in
which  the resulting trade
deficits can be financed.
Developing countries can
run down their national
reserves; they can borrow
or they must cajole the,
richer.- nations into provid-'
ing a higher level of foreign:
aid. 1

The last course is unlik-'
ely to prove fruitful. As the
principal industrialized
countries are faced by large
trade deficits caused by the
oil price increase, they will
be reluctant to increase
their overseas aid.

‘Indeed, West Germany,
the country most success-
fully placed to deal with its
oil-related problems, has:
already announced that its
aid will be reduced. Even in:
"1973 there was a 6 per ceng
decline, - after allowing for
inflation, in the real value
of overseas development aid
from the 17 rich . atious
which constitute the Deve-
lopraent Assistance Commit-:
tee of the QECD. H

This is despite a rise in°
nominal terms of 9 per cent
in their aid to $9,400m. Per-
haps more  significantly,
measured as a percentage of
the vtich countries’ gross
national producy, their over-
seas aid has fallen almost
consistently, fromy an aggre-
gate 0.51 per cenr in 1963 to
0.30 per cent in 1973.

The two bright spots in
this otherwise gloomy pic-
ture are a promise of in-
creased aid from Sweden
and the apparent greater
willingness of the European
Community to achieve a bet.
ier balance in its aid .poli-
cies. This should result in
move assistance to countries
like those of the Indian sub-
continent which are not
directly associated with the
Community and need heip
more desperately than maost
~other Third World coun-
tries.

As yet, it Is not clear how
generously the EEC, Japan
and the United States have
responded to the United

tion§ to the special fund
which was set up as part of
the emergency . operation
launched just April at the
United Nations General
Assembly’s three-week spe-
cial session on raw
materials. However,
contributions are likely to
prove very inadequate.

The Arab oil producers
and the international agen-
cies, like the World Bank
and the International Mon-
ctary Fund, represent the
only’ other podtential source
of increased aid. The IMF
has successfully raised
$3,360m from seven oil-
producing states, and this
money, the so-called *oil
facility”, is being made
available to those develop.
ing countries suffering the
most severe balance of pay-
ments problems as a result
of the rise in oil prices.

The World Bank has also
been trying to raise more
cash from the oil producers
which can be channelled to
the poorest of the develop-
ing nations. Additionally,
several oilrich states have
promised to make loans
directly to the hardest-hit
countries. However, as much
of the total aid programme
takes the form of loans
rather than- straight grants,

their |

na even - Mr William!
imon,. the Treasury Secre-
ry, have publicly said that
e future of democracy
ikself is threatened.

1 The : present economic
roubles result from past
xpansionist monetary and
scal policies, serious sup-
ly shortages, partly pro-
uced by the overlong main-_
nance of svage and price
ntrols, the almost simul~
neous ending throughout
Iadustrialized countries of
hat was a fairly short:
om, serious food and raw
aterial shortages, produc-’
ixg exceptional rises in com-
npodity prices, the massive.
epcalation of oil prices and
tke imposition, for several
nlonths, of an embargo on
o|l shipments to the United
Slates. )
The present difficulties
e also due to the failure

the United States

dministration and the

pderal Reserve to respond
iickly enough to these pro-
ems. There was a tenden-
r to see them as solely the
oduct of oil and commod-
iy developments. .

The danger .now consists
of " a possible failure to
rqcognize fully the time lags
iffvolved when taking action

30 0 8

-
=3

the debt position of some oper the economy and to
poor countries is likely to oferreact, on the basis of
TGt #dcent data, rather, than
. steer policy in line with evi-
United States i dent longer-term trends. :
: There is already evidence
T R g e : . that the Federal Reserve’s

by Frank Vog

1 W
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Correspondent

policies of mcnetary res-
traint are starting to bite.
Many banks are being
forced to reduce the loan

‘Nations’ cal}\ﬁﬁrdwanl:or

President Ford. sees infla-
tion as the United States’
greatest problem and so do
the American people. At
least that is the verdict of’
the-opinion polls.

The United States faces
its most serious economic
crisis in more than two
decades and it is no consola-
tion to learn that other
countries have problems of
a similar nature. Consumer
prices are surging ahead at
an annual rate of wcll over
double figures. Wholesale
prices are accelerating at
more than 40 ver cent a
year. Unemployment is ris-
ing and may well exceed 6
per cent by the end of 1974
and theexternal payments
position "is  deteriorating.
The f{irst two quarters of
1974 both saw negative real
growth in gup. - .

The situation has given
rise to deep anxieties, even
among men noted for keep-
ing cool in times of crisis.
Such  internationally res-
pected experts as Dv Arthur
Burns, Dr Paul McCracken,

vqiume they grant, interest
Jrafes are at record levels,
mpny companies are having
difficulty. in financing large
inpentories, the stock mar-

‘hale been

ledders is the

kdts - are experiencing a
sefious  slump, produced
lafgely by - the liquidity

ng off workers, new
rants to the labour mar-
are mnot finding jobs,
the housing market is
‘Fing up. .
Dne factor that appears to
-neglected by
Administration
impact on

capital spending of the oil
Lrigis. - Some ccononiists
believe . that corporations
vill be forced to reduce

capital spending .to
ligest  the substaiitial in-
'gases in energy costs. So
‘there is little evidence

ths ahead may show
3 development . more
darly, just as it may well
hgw the recession’s breadth
depth "to. be greater
hdn Mr Simon and his col-

:Burns

rowly define

" the sort of

sqleeze, companies are lay< .

. .,_,, L . . .
*"Despite such warning sig-
Mnals some members of the

Administratian are now call-
ing for still |tougher action
to deal withl inflation. Dr
-and | the Federal
Reserve are under pressure
to ensure that the maoney
supply expansion rate, nar-
ol a currency
and demand |deposits basis,
is kept at the 5 per cent
rate, or less.

7 At.the same time, strong

efforts are being made to

curb federal spending.
These actions reflect both a
neglect of the increasingly
evident recessionary trends
and too mugh aenxiety over
inflation, partly resulting
from failure| to take firm
action to ensure wages and
prices restraint.

The present worries -on
inflation cerntre partly on
the. expected rises in food
prices in months to come,
resulting fro the serious
drought in |the mid-West.

ing fo curb |rises in wages
nd _ prices
pleas for

supposed to |monitor deve-
lopments but|has been given
no ‘powers.

An incomeés policy does
not exist and
tion screw i
ened, while no policies are
being constructed to soften
the blows that these tough

deflationary | policies  will
produce. The rea]l danger
today “is_that the lack of

.will produce
risis that may

. break the resolve of the
. Administration to maintain
‘long-term anti-inflation
: strategies.

What happens when the
number of | bankruptcies
starts accelerating, when un-
employment tops 6 per cent,
when the budgets
ordinary consumer become

so strained |that -spending
levels . really decrease,
producing actual declines in

prices ?

There is a lack of balance
in  the  policies of the
Administration that is se-
riously worrying many busi-

‘nessmen, pgliticians . and
economists. Mr Simon is
probably right in saying

- that it will take up to five

years, and quite a few bud-
get surpluses, to restore

price stability. But there is |
that

a distinct ppssibility
the continuation of one-
sided policiess mav lead to
sharp policy reversals.

The sort| of stop-go
course, of which Britain has
long ‘been victim and
which produced stagflation,
may emerge and the British
disease, as Americans call
may be imported into the

of the;
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Soviet Union
mm
by Edmund Stevens

.scales. Transport is cheaper.

-and there is free medical:
service. )
The - 'Soviet Union  has

heen spared unbridled infla-

The stability of the oSoviet
economy stands in sharp
conirast to the runaway In-
flation, the energy crisis
and other ills that afflict so
‘much of the world. Accord-
ing to Mr Leonid Brezhnev,
the Communist Party chief,
the 1974 industrial produc-
tion growth rate is 8.1 per
cent compared with the 6.8
-per - cent projected in the
plan. Labour productivity 1s
reported at 6.8 per cent
over 1973, against the
planned target of a 6 per
cent increase.

The overall production
plan for the first scven
months of 1974 was fulfilled
102 per. cent. The highest
.growth rates were for elec
tronic computers and acces-
sories, 28 per cent, and 24
per -cent for passenger cars
(3,171,000 wehicles in the
i seven months).

Light industry continued
to trail badly despite con-
stant lip service to the im-
portance of increasing
stocks of consumer goods in
all categories. Growth rates
listed were: cotton textiles,
1 per cent; woollens, 4 per|
cent; knirted goods, 2 per|

lion pairs), 2 per
washing machines (1,749,000
units), 1 per cent; electrid
refrigcrators (3,171,000
units), 0.7 per cent. The
food industry did much bet
i ter at 12 per cent. :
Official percentages tend
towards optimism. The exec
utives involved naturally
prefer their reports or plai
fulfilment to look well, likg
the shoe factory managern
{who did not deduct a very
“sizable quantity of his out
put which ‘was rejected as
defective by the distrib
uters. Production norms of
paper - are sometimes in}
flated or completely false.
However, if errors some
, times get into the equation
this does not alter the fac
that the Soviet econoniy 1
growing. The national incomg
has increased by 23 per cen
since 1970. The gross nation
al product this year 1
expected to be £270,000n
and apart from the figures,
steady improvement in th
appearance of people,__(,_anc-
‘things is evident.
This does not mean thal
Soviet living standards arf
nearing the millennium

cent; leather shoes (396 mil{’
cent;]!

They are still below prevai}
ing levels in the West. By
the average wage or salary i
said -to be 135 roubl

(about £76) monthly. Rer

and - atility  charges ar
almost token by Waester

ppp—

‘lon mainly because prices-
ih the state shops, as well
& those for services, are
grictly controlled. However,
the Government’s main
spurce of internal revenue is
ont the retail price mark-
p, 28 kind of hidden sales
hx, and the pressure of ex-
danding commitments impels
to squeeze more from this .
spurce by the simple mech-
dnism  of increasing the
ark-up on certain articles.
Hor instance, the price of
‘Hodka jumped two years ago
cent to the

The retail price of vodka
Hears no relevance to its
roduction cost of one or
vo kopeks a litre. The pro-
bdure used at the time was
discontinue the familiar

rand names and substitute

ew ones as if a different
groduct was being intro--
ced, thereby justifying
the price rise, although the
dontent of the bottle was

-iflentical. :

Apart from -~ Pepsi-Cola,
the sustained effort the
Hremlin has been making

through detente to draw
pon  western, especially
American, financial and

bchnical resources has nat
et had a serious impact on

the Soviet internal economy.

One of the main projects
-which foreign firms are
ipvolved, the giant Kama
rfver - lorry plant, was ori-
dinally supposed to start
Jroduction by the end of-
this year. Owing to hitches:
and delays, however, it is at:®
Ipast two years behind sche-|
qule and it may take even
Ipnger for its subsidiary
dlants and facilities to
lecome operational. By
978, if all goes well, scores
df joint projects in various
elds should start yielding
thngible resulis.

While grain growing con-
ditions in the European
dqreas of the Soviet Union
dppeared to have been gen-
drally favourable, yields in
ghe virgin lands of Siberia
dnd Kazakhstan were exten-
dively damaged -by intense
jain  during cutting.” Noie
the less, it is expected that
e total volume will be close
jo 210 million tons, only 15
nillion tons short of target,
and that the Russian people
Vill not need large quant-
fes of imported grain to.
heet their commitments.

The short harvest of 1972

forced the Kussians —To
scrape the barrel of their
foreign currency reserves to
buy grain from the United
States, Canada and Australia.

As a result, in December;
of that year some of the'
goals of the ninth five-year
plan had to be revised
downwards. The state plan-
ning comimission - is now
drawing up the draft of the
tenth five-year plan, which
should be ready for submis-
sion to the party and gov-
ernment leadership by mid-
November. After that it will
be formally approved by the
Supreme ~ Soviet in
December. The plan will
doubtless include provisions.
to recoup the 1972 setbacks. -

-In this context the world
energy crisis, far from

cramping the 'Russian pro-

gramme, is proving an asset.
At present - world price
levels the Russians are
exporting . oil - and _mnatural

gas for three times as much °

as a year ago. Soviet export:
of gold has also profited!
from the increased value of!
that precious metal. -As a
result, the Russians are sit-
ting pretty when it comes to
foreign currency Teserves.
They are in a position to
pay off more of their exter-
nal borrowings but they
probably prefer to wait and
let inflation erode the valuej
af their ohlicatiogs : |

J a1y ‘
and the end
producfion.

~of military
Even if  the

quantitf  -of nioney had
remainfd . unchanged, = the
lower Jlevel of economic
activity] to be financed

would probably have meant
some ifflation. Secondly, the
money | supply was in fact
increaspd at an  extra-
ordinafily rapid rate unul
1849, apgravating an already
seripus|situation. Thirdly, as
inflatich accelerated-—at one
stage tp more than 400 per
cent al year—the Japanese
withdrqw bank  deposis,
substitgting real goods and
service for - depreciadng
currendy until by 1949 the
Japanege held only cne yen
of bank deposits for every
yen of kash currency.

In 1950-51 two of the
ctors were at work,
third was working
opposite direction.

twar shortages were
the mind of every

sumers| hurried to stock up
e goods that might
run short, while producers
raised fheir selling prices in
expectdtion of inadequare
suppli and higher raw
materigl prices. It was this
desire | to convert money
into gdods and services that
sparkell off the inflation.

Thel second contributory

iJapan  ,CPYRGHT

by John G;éenWood

(factor was monetary expan-
sion. But although the
money supply grew rapidly
after 1951, it did not do so
until after the outbreak of

Inflation, the balance of
payments, and supply shor-
| tages -have dominated the
‘economic news during the
past year in